Introduction
In most countries Employment Protection Legislation (EPL, henceforth) imposes that workers dismissals must have a "fair cause". 1 Additionally, EPL typically distinguishes between economic redundancies and disciplinary layo s, and imposes di erent legal procedures and severance payments depending on the cause of the dismissal. Even in those countries where EPL (or lack of it) follows the doctrine of "employment at will" (as it is the case, for instance, in the US), common-law restrictions that limit employers ability to re are becoming more and more prevalent (see Autor et al., 2004) .
Labor Courts' intervention in the resolution of dismissals introduces a signi cant wedge between "legal" ring costs (i.e., those established by EPL) and "e ective" ring costs (i.e., those that employers actually have to cope with during and after Labor Courts' intervention). 2 A part of this wedge is the cost arising from complex/time-consuming legal procedures; another part comes from the uncertainty about judges' rulings and the possibility that "fair" dismissals, from the employers' interpretation of EPL regulations, are nally ruled out as "unfair" by Labor Courts.
In principle, uncertainty on Labor Courts rulings could be reduced by EPL stipulating clearly the conditions under which redundancies and layo s are justi ed. However, whether judges are neutral and unbiased agents with no discretion in their rulings over mandated legislation, and, hence, whether their rulings are based solely on laws and facts, are controversial issues. 3 As for Labor Courts, there is wide empirical evidence showing that judges do seem to exploit some degree of discretion, and that, in some instances, they act under a kind of "social motivation". For instance, in Italy there is some association between local labor market conditions, such as the unemployment rate, and labor courts' decisions (Macis, 2001 , Ichino et al., 2004 ; in Germany, even after controlling for the fact that court activity varies systematically with the political leaning of the government that appoints judges, there is a signi cant positive relation between labor court activity and unemployment (Berger and Neugart, 2011) ; and, in the UK unemployment and rms' bankruptcy rates seem also to be statistically associated to the probability of judges deciding in favor of dismissed employees in unfair dismissal trials (Marinescu, 2011) .
In those countries where EPL is stricter, the gap between ring costs of fair 1 All OECD countries, with the exception of the United States, require that dismissals should be justi ed in some way in addition to prohibiting discriminatory dismissals on a wide range of grounds. The ILO's Convention 158 on Termination of Employment, which Spain rati ed in 1985, states that "The employment of a worker shall not be terminated unless there is a valid reason for such termination connected with the capacity or conduct of the worker or based on the operational requirements of the undertaking, establishment or service".
2 OECD (2013), chapter 2, provides a descriptive analysis of how labor courts intervene in workers' dismissal cases in several countries. Within OECD coutries, Spain and Portugal, together with Turkey and Chile, are the countries in which dismissal cases are under the jurisdiction of only professional judges in Labor Courts. 3 See Bornstein and Miller(2009) , Posner (2010), Muñoz Aranguren (2011), and Danziger et al. (2011) . In the Annex we give some information on the "potential social motivation" of Spanish judges acting in the labor jurisdiction. and unfair dismissals is larger, which makes Labor Courts' intervention more critical to the determination of "e ective" ring costs. Moreover, the decisive role of Labor Courts at determining ring costs creates room for strategic behavior by employers and dismissed employees in the initiation and resolution of dismissals. Most EPL reforms aimed at reducing ring costs typically focus on decreasing ring costs and severance payments for "unfair" dismissals, which has some controversial normative implications, as it builds down to making less costly what is, from a social point of view, "unfair". An alternative reform strategy is to rede ne the "fair causes" for dismissals, assuming that Labor Courts will change their rulings accordingly. Whether this assumption should be taken for granted is also controversial.
In this paper we analyze the impact of recent EPL reforms in Spain that widened the de nition of "fair" causes for economic redundancies. Since data on individual cases are not available, we look at the proportion of fair dismissals as ruled by Labor Courts across Spanish provinces before-and-after the EPL reforms. We perform this comparison taking into account a set of co-variates (local labor market conditions, characteristics of the Labor Courts, pre-trial conciliations, congestion of Labor Courts) which may determine the selection of dismissal cases ruled by Labor Courts and, hence, alter their rulings for reasons other than the extension of fair causes of economic redundancies. Since our variable of interest (the proportion of fair dismissals as ruled by Labor Courts) shows a positive correlation with the local unemployment rate, we also look at the change in that correlation before-and-after the reform. Thus, our identi cation assumption relies on the control for observed heterogeneity in the composition of dismissal cases solved by Labor Courts across provinces, on the assumption that other e ects of the reforms, besides the widening of the de nition of economic redundancies, and changes in labor market conditions a ected Labor Court rulings only through this set of co-variates. Thus, we regress the proportion of dismissals being ruled out as fair by Labor Court across provinces and across time on a time dummy variable and the set of co-variates described above. We read the e ects of the extension of fair causes of economic redundancies on Labor Court rulings from the coe cients of the time dummy and its interaction with the local unemployment rate. Our interpretation of the results is that the extension of fair causes of economic redundancies only decreased the negative association between rulings declaring dismissals fair and the local unemployment rate.
The paper is organized in four more sections. First, we describe the particular features of Spanish EPL and its reforms in 2010 and 2012, with a speci c focus in changes regarding the causes for dismissals (Section 2). Secondly, we lay o a theoretical model of rms' ring decisions under uncertainty of Labor Court rulings, to identify the main channels through which the widening of fair causes for economic dismissals could change the selection of dismissal cases brought to Labour Courts and its impact on "e ective" ring costs of economic redundancies (Section 3). Our data analysis is presented in Section 4. Finally, Section 5 concludes.
EPL in Spain: "Fair" and "Unfair" Firings
Before 2010 Spain was among the countries where EPL for regular workers was thought to be stricter. Spanish legislators, facing a perceived political infeasibility of reducing EPL under regular employment contracts, introduced employment exibility at the margin by creating a wide array of "atypical" contracts, consolidating the dual nature of Spanish EPL. 4 While regular employees are entitled the right to go to court to appeal the cause of the dismissal, and may get higher severance payments in case of unfair dismissals (see Figure 1 for a general outline of the layo procedures), temporary employees cannot appeal the termination of their contracts. Thus, employers use xed-term and other kind of temporary contracts (nowadays amounting to about 25% of employment) to bu er against negative shocks leading to downsizing of their labor force. 5 In a nutshell and before the recent reforms, EPL for regular employees was based on the following principles:
• Dismissals were considered to be justi ed only in very restrictive cases, and only as a measure of "last resource". As for economic redundancies, they were considered "fair" only when there were negative economic situations for the company, or technical, organizational or production problems that put on compromise the viability of the company, and, moreover, no other measures could restore the economic viability of the rm. There were no speci c provisions clarifying what "negative conditions" meant, so the ambiguity of the de nition and the additional condition about the lack of other solutions, gave judges a great deal of discretion. As for disciplinary layo s, the legislation referred to misconduct or lack of adaptation of the employee to the job's task as the main justi ed causes.
• The employer had the burden of proof that the ring was justi ed, both under economic and disciplinary causes.
• Judges must apply the interpretive principle "in dubio pro operario", according to which, in case of doubt they ought to rule in favor of the dismissed employee.
• As for severance payments, employees on permanent contracts who were dismissed for "fair" economic reasons were entitled to a severance pay of 20 days' wages per year of seniority, with a maximum of 12 months' wages. Employees dismissed for disciplinary reasons with a "fair" ruling were entitled to no severance pay and no interim wages.
• Dismissed employees could appeal to a labor court and, if the dismissal was ruled out to be "unfair", rms either had to pay 45 days' wages per year of seniority with a maximum of 42 months' wages or to reinstate the in case of unfair dismissals the rm was also obliged to pay wages corresponding to the period between the date of the dismissal and the date of the court ruling. Starting in 2003 the payment corresponding to the interim wages could be waived if the rm accepted that the dismissal was unfair upon dismissal. From this date onwards, most rms accepted to pay the severance pay for unfair dismissal up-front, and avoid a Labor Court intervention that could impose the payment of interim wages.
• Moreover, Labor Courts could also declare the dismissal "null", if they appreciated "discrimination" (a violation of the fundamental rights of the employee) or breach of union rights as the real motivation for the dismissal. In this case, the dismissed employee ought to be reinstated and interim wages paid. However, these circumstances were rather infrequent.
Since the legal procedures for disciplinary layo s were simpler, and severance pay in case of unfair dismissal was the same than under economic redundancies, employers most frequently initiated dismissals alleging disciplinary causes. During the 1984-2010 period, about 70% of dismissal cases resolved by Labor Courts' rulings were declared "unfair", with only a few of them being declared "null".
Since September 2010 there have been two signi cant EPL reforms in Spain, together with modi cations of collective bargaining legislation, and some other measures addressed to reduce youth unemployment and increase the e ectiveness of intermediation by public employment services. 8 As for EPL, the most relevant legal changes were the following:
• The conditions under which a dismissal for economic reasons is considered to be fair were signi cantly extended, including the incidence of current or anticipated losses, and a persistent decline in the rm's level of revenues that could a ect to its economic viability or its ability to maintain its level of employment.
• Moreover, the employer no longer has to provide an objective proof that dismissal was the only measure to restore the economic viability of the rm, but some evidence that the dismissal decision was needed to preserve the rm's current or future competitive position.
• The 2010 reform reversed the burden of proof, so that it is now on the employees when they claim that the dismissal was unfair.
• The labor market reform of 2012 made further progress on the clari cation of what "negative economic causes" meant. Thus, after this date a dismissal is to be considered "fair" if "the level of revenue or sales of the company was lower than in the same quarter of the previous year". Furthermore, interim wages in case of "unfair" dismissals were eliminated de facto, even if the employer opted for the reinstatement of the dismissed employee. That is, employers can now wait until the labor court ruling and, in case of a unfavorable one to their interests, the may reinstate dismissed employees without them receiving any severance pay nor interim wages.
As stated in the general outline (see Figure 1) , both before and after the reforms a conciliation stage ("out-of-court conciliation") prior to the labor court ruling is compulsory. As shown below, a large number of con icts are settled in this stage, a ecting to the selection of cases solved by Labor Courts' rulings.
It is conceivable that the EPL reforms of 2010 and 2012 ought to increase the proportion of economic redundancies being ruled out as fair by the Labor Courts. It is also conceivable that the reforms lead to an increase in litigation, as employers may have now lower incentives to negotiate with dismissed employees, 9 and to changes in the causes alleged by the employers, as the perceived relative cost of economic redundancies with respect to disciplinary layo s may have signi cantly diminished. As for Labor Court activity, one would expect a slowdown, as judges get adapted and learn the new set of rules, so that congestion rates may have temporarily increased. Hence, besides the direct impact on labor court rulings, the reforms gave rise to other e ects by which the selection of cases solved by Labor Courts may have changed and, thus, the proportion of dismissals being ruled out as fair could be di erent after the reforms for other reasons than the practical implementation of the new de nition of "fair" economic redundancies. We try to clarify these channels by means of a theoretical model in the next section.
3 The determinants of labor courts' rulings on rings: A theoretical model
The model tries to resemble the most important features of EPL in Spain in order to identify the main channels through which recent EPL reforms may have altered Labor Court rulings on rings. Its main motivation is to help us to gauge to what extent our data analysis can be conclusive on the impact of the reforms on "e ective" ring costs.
The main assumptions of the model are: 9 We must note, however, that recognizing that the dismissal was "unfair" up-front is still a common strategy in Spain in order to avoid potentially long and uncertain trials.
1. Employers decide to dismiss a worker and the reason on which to justify it. (S)he makes an o er to the dismissed employee to settle the case before going to the labor court. If the worker refuses the o er, the case goes to Labor Court and the judge settles the dispute.
2. There are two types of rings: those justi ed by economic reasons-( ) and those in which disciplinary motives are alleged as the cause of the dismissal ( ).
3. Dismissals can have a good "cause" ( ) or not ( ).
4. Judges may be "socially motivated" ( ) -biased in favor of the dismissed employee-or "neutral" ( ). The proportion of "neutral" judges is given by 5. In each case { } the labor court ruling can be "fair" ( ), "unfair" ( ), or "null" ( ).
6. Employers pay red tape costs which are higher for economic redundancies than for disciplinary layo s ( = { }, with ) Dismissed employees do not pay any red tape costs.
Severance payments are:
-Redundancies:
(if the case is ruled "fair") and (if ruled "unfair" or "null").
-Dismissals: 0 (if the case is ruled "fair") and (if ruled "unfair" or "null").
8. To accommodate settlements out of the Labor Court, employers ( ) and dismissed employees ( ) must have di erent subjective probabilities about the rulings.
The following Table gives the probabilities that the labor court rules in favour of the employer (redundancy/dismissal is "fair") for each possible case, assigned by both employers and dismissed employees ( where = { } = { }). We obviously assume that the probability of a dismissal to be ruled out as "fair" is higher when there is a "good" cause ( , for all ). To simplify the notation, and without any relevant loss of generality, we also assume that "socially motivated" judges have the same "bias" for economic redundancies as for disciplinary layo s, and that, under no cause, they always rule a dismissal "unfair". Since is the proportion of "neutral" judges, then ( | ) = , where = + (1 ) e 1 and ( | ) = for = 
The employer has the option to claim, as the cause of rings, either redundancy or disciplinary reasons, regardless of the true cause (or the lack of it). Thus,
• Economic redundancies with cause are initiated alleging economic reasons if and only if ( ) . If that condition is not satis ed they are disguised as disciplinary layo s.
• Economic redundancies without cause are always initiated alleging disciplinary reasons since ( ) (under the assumption that ).
• Disciplinary layo s with cause are always initiated alleging disciplinary reasons since ( ) 0 (since ).
• Disciplinary layo s without cause are always initiated alleging disciplinary reasons since ( ) 0 (under the assumption that ).
Since there is the possibility of a private settlement, not all dismissals go to court, but only those for which
• Economic redundancies with cause go to labor court whenever:
Hence, the smaller the bias (1 ) from "socially-motivated" judges is, and the larger the di erences and are, the higher the likelihood of economic redundancies going to court is.
( )
• Dismissals without a cause (always initiated alleging disciplinary reasons) go to court whenever:
Finally, we assume that employers and workers' subjective probabilities on rulings are centered around the true probabilities ( =
In our data, we observe:
where and are, respectively, the weights of economic redundancies and disciplinary layo s with cause going to labor court (which are determined by the incidence of each type of rings and the conditions about out-of-court settlements above). However, what we would like to know is the impact of the reforms on ( | ) = and, plausibly, on the bias on rulings of economic redundancies due to "socially motivated" judges (1 ) .
As the previous equation makes it clear, there are several channels through which a EPL reform may change the observed frequency of fair rings in Labor Courts rulings:
• Changes in the proportion of "socially motivated" judges or in the bias introduced by them in court rulings ( and 1 ).
• Changes in the weights of economic redundancies and disciplinary dismissals being settled at courts.
• Changes in the likelihood of an economic redundancy (with cause) be declared as "fair" ( ).
• Changes in the likelihood of a disciplinary layo (with cause) be declared as "fair" ( ).
As for di erences in ( ) across provinces, they can be due to:
• Di erent proportion of "neutral" judges ( ). We disregard di erences in { e } since we cannot think of reasons why these parameters may di er across provinces other than the judge's type.
• Di erent weight of economic redundancies due to the di erent incidence of "economic reasons" ( ).
• Similarly, disciplinary dismissals with cause go to labor court whenever:
• As for the incidence of disciplinary layo s ( ), we assume that they are equal across provinces (after conditioning for unemployment and the sectoral composition of employment), as we have no reasons to expect employees to have di erences in misconduct or adaptation to jobs' tasks across provinces, once that local labor market conditions and the sectoral composition of rms e ects are accounted for.
Thus, this model highlights the most important selection e ect is the changing distribution of economic redundancies with good causes, disciplinary layo s with good causes, and economic redundancies disguised as disciplinary layo s. It is conceivable that EPL in 2010 and 2012 increased the rst type of rings. Moreover, during the crisis unemployment increased very much, so that it is also conceivable that the incidence of disciplinary layo s with a good cause has fallen ("fear-of-unemployment e ect"). Finally, the incidence of economic redundancies disguised as disciplinary layo s ought to have decreased too, since lower red tape costs for economic redundancies give employers less incentives to disguise them as disciplinary layo s. But these conjectures assumed that the incidence of conciliation settlements is unchanged, which may not be the case if subjective probabilities of employers and employees have changed di erently during the unemployment crisis and after the reforms. By specifying the relationship between our variable of interest (the probability that a economic redundancy is declared fair by the Labor Courts, ) and the variable that we can measure (the proportion of dismissal cases being declared fair by the Labor Court, ( ) ), the model suggests the set of co-variates to control for selection e ects, namely those related to the composition of dismissal by cause and to some characteristics of the Labor Courts.
Under certain conditions, the model also yields some bounds on the e ects of EPL reforms on ( | ) = , whose increase was one of the main objective of the reforms. For instance, let us assume that the proportion of "neutral" judges and the bias of "socially motivated" judges do not change as a result of EPL reforms ( and remain unchanged). Let us also assume that EPL reforms did not introduce any signi cant change in judges, employers, and employees perceptions of disciplinary dismissals (so that and also remain unchanged). Then,
Given that that + 0 (the incentives to disguise redundancies as disciplinary layo s diminish after an EPL reform that widens the de nition of fair redundancies) 0 (there are less disciplinary layo s with cause in recessions) and, assuming that it follows that
Hence, since (which according to the information in the annex is around 0.5) and assuming is also around 0.4 (according to the aggregate information on reasons for entry into the unemployment bene t system), the wedge between and ( ) is at most a factor of 5.
4 Empirical strategy
Data
We use data on Labor Courts rulings at the provincial level (50, excluding Ceuta and Melilla for which no speci c judicial information is available) and the period 2004Q1-2014Q3. These data were provided by the Spanish General Council of the Judiciary (Consejo General del Poder Judicial, henceforth CGPJ) and contain information on the total number of con icts resolved by Labor Courts and on the sign of the ruling, i.e. if they were resolved in favour of the plainti (the employee) or the defendant (the employer). The data considered in our analysis belong exclusively to the rst instance of the labor jurisdiction and refer to individual dismissals. Some other clari cations regarding the use of judicial data follow:
• The Spanish jurisdiction dealing with the labor disputes is the labor ("social") jurisdiction (Orden de lo Social ). Labor relations in Spain are regulated by the labor legislation, whose main piece is the Workers' Statute. Con icts between employees and employers are resolved in the labor courts (Juzgados de lo Social ) which are regulated by the Labor Procedure Act (Ley de Procedimiento Laboral) and, more generally, by the Organic Law of the Judiciary (Ley Orgánica del Poder Judicial). The latter sets out that labor related matters are exclusively assigned to the Labor Courts, so that the labor jurisdiction is separated from other jurisdictions (civil, criminal or administrative). This is one of the main di erences with other countries, as for example, Italy, where a civil judge may also resolve a labor dispute. Spanish CGPJ data on Labor Courts thus di ers from similar databases of other countries because it distinguishes the jurisdictions.
• The Spanish judicial system is composed of several hierarchical levels but it is considered a "one instance" one whereas appeals after the rst instance are considered "extraordinary". Figure 1 shows how the legal case may proceed after an employee disagrees with the dismissal and decides to go to court. That is, the employee will claim against the employer before the rst-instance labor court located in the town where she is employed.
Once the judge has ruled the case, one of the parties (the employee or the employer) may appeal the rst-instance judge's decision in the labor chamber of the High Court of Justice of the corresponding Spanish region. Finally, the latter decision of the High Court of Justice may be contested at a national level at the labor Chamber of the Audiencia Nacional or, before, the Fourth Chamber of the Supreme Court. As it was said, those appeals are only possible in "extraordinary cases" ("suplicación" and "casación") and are solved after long periods of time (typically, around 3 years). Thus, by restricting our analysis to the rst-instance labor court rulings we are not excluding a signi cant part of the information.
As the main variable for our analysis we compute the proportion of Labor Court rulings declaring dismissals fair for each province and quarter in the sample. We can also observe the presence of the di erent types of judges serving in the Spanish judicial system (i.e. if the judge was holding o ce in the court when solving the complaint against the speci c dismissal, or, on the contrary, if the judge was appointed temporarily as reserve or substitute for an absent member of the bench or, nally if he was holding o ce in another court and was temporarily appointed to serve in the court for solving the speci c dismissal). 10 Using this information we construct two control variables: the proportion of Labor Court rulings issued by a judge that was holding o ce in the court, and a rate of temporary posts in the courts (that is the sum of days, per quarter, in which the acting judge was absent, either substituted or not by a temporary judge).
Since EPL reforms are likely to increase the time needed (at least in the short term) for Labor Courts to solve dismissal disputes, as judges may need to become accustomed to the new set of rules, we also compute a measure of the "congestion" of the judicial system, when solving dismissal con icts. Following García-Posada and Mora-Sanguinetti (2014) the congestion rate is de ned as the ratio between the sum of pending cases (measured at the beginning of the quarter) plus new cases in a speci c quarter to the cases resolved in the same quarter, that is
In a congested system, like the Spanish one, the ratio is usually above 1. We have also constructed a measure which captures the "general" workload of the Spanish labor jurisdiction called "out-of-court conciliations ratio". It is calculated as the ratio of the number of out-of-court conciliations nished with agreement divided by the sum of those conciliations (with agreement) and the total number of dismissal lawsuits. Among other e ects, we would like to observe the e ects of EPL reforms on the success of those conciliations to reduce the workload of the judicial system. With the disappearance of the "interim wages" (if the dismissal was nally declared "unfair") the incentive of the parties to agree at the out-of-court court conciliation may have changed.
Other control variables to be included in the empirical analysis refer to the economic environment of each province. In particular, it seems important to 10 While judges holding o ce in a court are judges who have passed a public exam and belong permanently to the judiciary, judges appointed temporarily do not belong to the Judicial power (they are lawyers or jurists who are appointed temporarily by the CGPJ during a period of a year). See Martín-Román et al. (2013) for further evidence on the e ects implied by the di erent types of judges in the system. control for the local unemployment rate (in deviations with respect to the sample mean), sectoral composition (relative weights of agriculture, industry, construction and services sectors), and the temporary employment rate (proportion of employees under xed-term contracts out of the total number of employees), since these three variables could be related to the incidence of economic dismissals relative to disciplinary layo s. 11 Finally, as for the impact of the EPL reforms, we de ne the following two variables:
and, in some speci cations, we interact these two variables and the unemployment rate at each province ( 1 and 2) to measure to what extent EPL reforms have also generated some changes in the statistical association between Labor Court rulings and unemployment. Table 1 displays some descriptive statistics of the proportion of Labor Court rulings that declare dismissals fair at the national level by year, while Table 2 (and Figure 2) provides the same statistics at the provincial level for the whole period of analysis. At the aggregate level, around 27.5% of cases are declared fair, although there are signi cant di erences across time and provinces. In the mid-2000s the proportion of dismissal cases ruled as fair by Labour Courts was around 30%, to start decreasing in 2008 and reached 25% in 2010, the year of the rst change in the legal de nition of "fair" economic redundancies; then, it increased temporarily in 2011 to 27.5% to decrease again below 24% in 2013 and 2014. As for provinces, there are also substantial variation: Álava, Burgos, Palencia or Teruel seem to have a higher proportion of dismissals being declared fair (more than 33%), while in Ávila, Alicante, Toledo, and Tenerife this proportion is less than 20%.
Results
We start by measuring di erences-in-di erences of the proportion of Labor Court rulings that declare dismissals "fair" using the following speci cation:
where the subindexes and refer, respectively, to province ( : 1 50) and time period ( : 2004 1 2014 3), are province xed e ects, 1 (alternatively,
2) represents the labor market reform as explained in the previous section and is a set of control variables. We estimate both a linear 11 For computing these variables, we use data from the Spanish Labor Force Survey.
speci cation and odds-ratios [Bishop et al. (1975) , Williamson et al. (1995) ]. 12 These speci cations are estimated by a within-group estimator. Clustered standard errors robust to heteroskedasticity and serial correlation are provided into parentheses. 13 We also report standard errors using bootstrapping techniques (Efron, 1979) , which are very similar to those computed under clustering.
Choosing the province as a unit of study would lead to misguiding results in the case that dismissals initiated in a particular province were settled by Labor Courts at another province. However, Spanish labor law strongly limits the labor court where to settle the ring dispute to one of the province where the employment services were provided, i.e., where the company is located, or of the province where the employee has its main residence.
14 Spanish provinces are large enough so that in almost all the cases both places (company headquarters and residence of the worker) are in the same province. 15 As a summary, Table 3 provides the de nition and data sources for all the variables used in our empirical analysis and Table 4 displays their descriptive statistics. Tables 5 to 12 report the estimation results. In each Table we present the results of eight di erent speci cations, including alternative set of co-variates (the rate of temporary contracts, the sectoral composition of GDP in the province, a group of controls for the characteristics of Labor Courts side, the congestion rate when solving dismissal con icts, and a control for the congestion of the judicial system when solving speci cally pre-trial conciliations). Finally, as an alternative robustness check, we estimate the speci cation with all co-variates, excluding observations from Madrid and Barcelona. 16 Overall, our reading of the results boils down to two main messages. First, after taking into account that there is a negative statistical association between the local unemployment rate and the proportion of dismissal cases being ruled as "fair" by Labor Courts, the EPL reforms, specially the one taking place in 2010, are associated with an increase of that proportion of about 2.5 percentage points; while the e ect of the 2012 EPL reform, not always statistically signi cant, seems to have been smaller, about 1.5 additional percentage points.
17 Secondly, 12 This latter transformation is based on the following expression for the dependent variable:
Clustering by provinces take into account the fact that our provincial data come from the aggregation of the individual Labor Courts existing in each province, whose number varies with the size of the province. It also takes into account the possibility of di erent serial correlation across provinces. As for the minimum number of clusters required, see Angrist and Pischke (2009).
14 Article 10 of the Labor Procedure Act (Ley de Procedimiento Laboral ) 15 According to the Labor Force Survey, workers commuting to a province other than their province of residence amount to 4.6% during the period 2005-2013. 16 Madrid and Barcelona are the most populated and economically active provinces of Spain. Madrid holds the headquarters of the main instance labor tribunals. Both cities hold the headquarters of the main Spanish (and continental) Law rms (Mora-Sanguinetti and Garoupa, 2015).
17 Notice, however, we have fewer observations to estimate the impact of the 2012 reform. Introducing both reform dummies in the same regression do not qualitatively change the results.
the increase in the proportion of dismissal cases being declared as "fair" by Labor Courts mostly arises from a less negative relationship between that rate and local unemployment. In other words, given that local unemployment rates were increasing after 2010, without the EPL reforms the proportion of the dismissal cases being declared as "fair" would have been much lower.
As already explained, the changes in the probabilities of "fair" dismissals observed in our data sets cannot be interpreted as the subsequent e ect of the widening of the legal de nition of "fair" economic redundancies, since, among other things, the selection of dismissal cases solved by Labor Courts may have changed. For instance, if after the reforms employers were disguising more economic redundancies as disciplinary layo s and more of these dismissal cases without cause are being solved by Labor Courts, the proportion of rulings declaring dismissals "fair" could decrease even if the widening in the legal de nition of fair economic redundancies were being applied by the Labor Courts. Nevertheless, there are two pieces of evidence suggesting that this adverse selection of cases did not occur. The rst one is that, at the national level, the proportion of entrants into the unemployment insurance system after a objective dismissal solved by a Labor Court has increased from less than 10% in 2007 to around 40% in 2014. 18 Secondly, out-of-court conciliations have also increased after the reforms.
The change in the frequency of out-of-court conciliations after the reform can be seen in Tables 13 to 16 . Using data from the register of the administrative o ce in charge of supervising these conciliations, we can compute the ratio of dismissals solved by conciliation out of dismissals solved either by conciliation and Labor Court rulings by year and province. Regressing this ratio on the same sets of variables used in the regressions for fair dismissals rulings, we obtained that the ratio increased after the 2010 reform and, also, after the 2012 reform. As in the case of fair rulings, this ratio displays some negative statistics association with the local unemployment rate and, also, the main reason of its rise after the reform is a higher response to unemployment after the reforms. To what extent this is the results of employers and dismissed employees' expectation on Labor Court rulings becoming more similar after the reforms needs to be investigated with ner data. However, what this result indicates is that the selection of dismissal cases being solved by Labor Courts after the reforms, if anything, tilted towards more uncertain cases, probably those justi ed on economic reasons since these were the most a ected by the reforms and, therefore, those for which employers and employees had less information on how Labor Courts rulings were going to be a ected by the change in legislation.
As an indication that the change of legislation may have introduced more uncertainty on Labor Court rulings on economic redundancies is that the congestion of Labor Courts, as far as dismissals cases is concerned, also increased 18 The composition of dismissals by economic redundancies and disciplinary layo s at each province can be obtained from the administrative data on entries into unemployment. Unfortunately, we have been unable to get the Public Employment O ce to grant us access to those data.
after the reform (Tables 17 to 20 ) Again, we follow the same empirical strategy as with rulings and conciliations and regress the congestion rate by quarter and province on the same sets of variables used before. As it may be expected, and as usual after any legislative reform, Labor Courts show an increased congestion rate as a result of the arrival of the new legislation. In this case, the reform of 2010 would have increased the congestion rate by 0.3-0.6 points on average, while the 2012 reform would have increased the congestion rate by 0.7 points. In this case, there are no statistically signi cant associations with the local unemployment rate driving the changes. 19 
Conclusions
When the gap between ring costs of "fair" and "unfair" dismissals is large, Labor Courts rulings on dismissal cases are critical for the determination of "effective" ring costs. According to the literature, labor judges often behave as socially motivated agents. Moreover, EPL creates several areas for strategic behavior by employers and dismissed employees in the justi cation and resolution of disputes, such as the choice of the alleged dismissal cause by the employer and agreements on out-of court and pre-trial conciliations. All these elements make it di cult to infer how EPL reforms may a ect to the probability of economic redundancies being declared fair by Labor Courts. In this paper, we provide a theoretical model, tailored to the Spanish situation, to highlight several channels by which changes in EPL legislation may be translated into changes in e ective ring costs and investigate the impact of two recent EPL reforms widening and making it more precise the de nition of economic redundancies.
Using data on labor court rulings at Spanish provinces, and performing di erence-in-di erence estimation of the probability of a dismissal being declared fair, we nd that after the 2010 EPL reform there has been an increase of about 2.5 percentage points in that probability. We have also provided some scattered evidence showing that, if anything, the selection of dismissal cases being solved by Labor Courts titled towards a higher weight of economic redundancies. Hence, even taking into account that there is a gap between the observed frequency of fair dismissal rulings by Labour Courts and the probability that an economic redundancy is declared "fair" we conclude that the strategy of the Spanish EPL reforms of 2010 and 2012, focused on changing the legal de nition of fair economic redundancies, has not fully delivered a substantial reduction of "e ective" ring costs. This conclusion has three implications for the policy debate on the need of introducing further labor market reforms. One is that the reduction in non-wage labor cost implied by the extension of the de nition of economic redundancy has been minimal. Secondly and similarly, the change of the indicators about the stringency of EPL for regular contracts usually discussed in the debate (for instance the OECD indicators), insofar as they are based on changes in legal ring costs and neglect the costs from Labor 19 On the determinants of Labor Courts congestion and judges productivity, see Persico (2014, 2015) .
Courts' intervention, overestimate the impact of the EPL reforms. Finally, since the reduction of e ective ring costs for economic redundancies under the regular employment contract has been minor, and given that the di erence between these ring costs and the termination costs of temporary contracts determines the proportion of employees with xed-term contracts, the high incidence of temporary employment observed in Spain would not be very much reduced by these reforms.
6 Annex: Some information on the ideological orientation of judges acting in the labor jurisdiction
Regarding the characteristics of the judges, the theoretical model distinguishes between judges that are "socially motivated" -biased in favor of the worker-( ) or "neutral" ( ), being the former prone to interpreting EPL more favorably to dismissed employees. The relative weight of these two categories of judges is di cult to measure empirically. Some approximation can be obtained by the incidence of judges associations. While Spanish law prohibits a judge to join a political party or a labor union while she is on active duty, it allows association in professional groups, which happen to have some "ideological" orientations. Currently, the major associations in Spain are the "Asociación Profesional de la Magistratura" (APM), "Jueces para la Democracia" (JpD), "Asociación Francisco de Vitoria" (FV), "Foro Judicial Independiente" (FJI), and the "Asociación Nacional de Jueces" (ANJ). APM is perceived as conservative. JpD is considered progressive and FV and FJI are considered "moderate".
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Unfortunately, information on the presence of the judicial associations at the provincial level is not available. In this regard, we can only observe the relative weight of judges of di erent judicial associations at the fourth chamber of the Supreme Court (that is, the Chamber that settles employment and social security con icts). This may be representative of the "ideological" orientation of rst-instance labor courts for two reasons. First, the presence of the various associations in the Supreme Court may be the direct consequence of the presence of those associations at lower levels. Secondly, Supreme Court's decisions (jurisprudence) are compulsorily followed by judges at lower levels for interpretation of the Law, so that the survival of lower court decisions depends partially on their consistency with the Supreme Court decisions. As shown in Figure  3 , the relative weight of magistrates pertaining to progressive associations has gradually increased at the expense of conservative and moderate associations during last years. It is conceivable that this trend is associated with an increase in the propensity to rule dismissal cases in a pro-employee fashion. In terms of the theoretical model in the text, this corresponds to a decrease in the proportion of "neutral" judges ( ), and, hence, to a downward bias in our estimation of the EPL reforms on the probability of a economic dismissal with "good" cause to be ruled as fair.
[14] García-Posada, M. and J. S. Mora-Sanguinetti (2014 
